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OATH OR AFFIRMATION

1 J. Derek Lewis , swear (or affirm) that, to the best of
my knowledge and belict the accompanying financial statement and supporting schedules pertaining to the firm of

JDL Securities Corporation
of September 30 2003

, as

, are true and correct. [ further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classitied sofely as that of a customer, except as follows:

P

£ DORA Y WESToanTy K "

1y Commission # 1316458 & y / / %M

ey Notary Public - California 5 ,

é : 7 U7 Bfgnature

e . Derek Lewis, President

Title
Notary Miblic
This report ** contains (check all applicable boxes):
X (a) Facing Page. A
¥ (b) Statement of Financial Condition.
& (c) Statement ot [ncame (Loss).
B (d) Statement of Changes in Financial Condition.
& (e) Statement of Changes in Stockholders’ Equity or Pariners’ or Sole Proprietors’ Capital.
a () Statement of Changes in Liabilities Subordinated 1o Claims of Creditors.
& (g)sComputation of Net Capital.
O (h) Computation for Determination of Reserve Requirements Pursuant ta Rule [5¢3-3.
8 () information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
O (j) A Reconciliation. including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation tor Determination of the Reserve Requirements Under Exhibit A of Rule 13¢3-3.
O (x) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

B () An Oath or Affirmation.
O (m) A copy of the SIPC Supplemental Report.
O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
X

(o) Independent Auditor's Report on'Internal‘Accoupting Control
*For conditions of confidential treatment of certain portions of this filing, see section 240.17a-3(e)(3).
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Goodrich, Goodyear & Hinds

An Accountancy Corporation

INDEPENDENT AUDITORS' REPORT

The Board of Directors
JDL Securities Corporation
Newport Beach, California

We have audited the accompanying statement of financial condition
of JDL Securities Corporation as of September 30, 2003, and the related
statements of income (loss), stockholder's equity, and cash flows for the
year then ended. These financial statements are the responsibility of the

Firm's management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards
generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance
abocut whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting -the
amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles wused and significant
estimates made by management as well as evaluating the overall financial

statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the financial position of JDL Securities
Corporation as of September 30, 2003, and the results of its operations
and its cash flows for the year then ended, in conformity with accounting
principles generally accepted in the United States of America.

Qur audit was conducted for the purpose of forming an opinion on
the basic financial statements taken as a whole. The information
contained on page 9 is presented for the purpose of additional analysis
and is not a required part of the basic financial statements but is
supplementary information required by Rule 17a-5 of the Securities and
Exchange Commission. Such information has been subjected to the auditing
procedures applied in the examination of the basic financial statements
and, in our opinion, is fairly stated in all material respects in relation
to the basic financial statements taken as a whole.

W@Zﬁ%@ax) R bt

Long Beach, California
October 10, 2003




JDL SECURITIES CORPORATION
STATEMENT OF FINANCIAL CONDITION

SEPTEMBER 30, 2003

ASSETS

Cash and cash equivalents:
Cash (including $54 petty cash)
Deposit - Clearing agent - allowable
Deposit - Clearing agent - interest -
non-allowable

Total cash and cash equivalents

Receivables (Note 1):
Commissions - Clearing agent -
allowable $ 19,296
Mutual fund concessions (less
than 30 days)

8,026

Total receivables

Other assets (non-allowable):

NASDAQ certificate 3,300
CRD deposit 238
Employee advances 200

Total other assets

Total assets

LIABILITIES AND STOCKHOLDER'S EQUITY

Liabilities:
Accounts payable and accrued expenses
Commissions payable - Settled trades
Commissions payable - Trades not settled

Total liabilities
Stockholder's equity:

Common stock without par value;
authorized 100,000 shares; issued

and outstanding, 50,100 shares $ 50,100
Accumulated deficit (33,205)

Total stockholder's equity

Total liabilities and
stockholder's equity

The accompanying notes are an integral part of these financial statements.
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$ 13,419
25,000

13

38,432

27,322

3,738

$ 69,492
$ 4,800
43,797

4,000

52,597

16,895

$ 69,492
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JDL SECURITIES CORPORATION
STATEMENT OF INCOME (LOSS)

YEAR ENDED SEPTEMBER 30, 2003

Revenues:
Commissions and concessions
(Notes 3 and 4) S 886,662
Interest 8,303
Other 414
Total revenues 895,379
Expenses:
Business promotion and travel $ 16,843
Commissions 418,515
Data processing 13,752
Overhead costs (Note 4) . 42,824
Office supplies and printing 10,178
Postage 4,609
Professional fees 21,350
NASD fees 3,196
MSRB fees 200
SIPC assessment 150
Rent (Note 5) 54,944
Maintenance 12,3089
Telephone 7,725
Quote services 6,694
Clearing broker fees 63,578
Salaries, wages and employee benefits 246,912
Insurance 800
Fidelity bond 481
Taxes and licenses 5,453
Dues and subscriptions 2,949
Office expenses 7,273

Community outreach 6,950

Total expenses 947,685
Income (loss) before income taxes (52,306)

Income taxes, current (Note 2) -

Net income (loss) $ __(52,306)

The accompanying notes are an integral part of these financial statements.

-3-




JDL SECURITIES CORPORATION
STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

YEAR ENDED SEPTEMBER 30, 2003

Common Retained
Stock Earnings Total
Balance at September 30, 2002 S 50,100 19,101 69,201
Net loss for the year
ended September 30, 2003 - (52,306) (52,306)
Balance at September 30, 2003 $ 50,100 (33.205) 16,895

The accompanying notes are an integral part of these financial statements.
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JDL SECURITIES CORPORATION
STATEMENT OF CASH FLOWS

YEAR ENDED SEPTEMBER 30, 2003

Cash flows from operating activities:
Net income (loss) $§ (52,306)
Adjustments to reconcile net income
to net cash used for operating

activities:

Increase in receivables S (13,800)
Increase in commissions and

concessions payable 37,872
Decrease in accounts payable and

accrued - expenses (1,050)
Decrease in CRD deposit 65

Total adjustments 23,087

Net cash flows used for
operating activities (29,219)

Cash flows from investing activities:
Advances to employees (200)

Repayment of advances 3,380

Net cash used for investing activities 3,180

Cash flows from financing activities ' -

Net decrease in cash and
cash equivalents {26,039)

Cash and cash equivalents at beginning

of period 64,471

Cash and cash equivalents
at end of period $ _38.432

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Cash paid during the year for income taxes $ -

Cash paid during the year for interest expense $ =

The accompanying notes are an integral part of these financial statements.
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(1)

JDL SECURITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS

SEPTEMBER 30, 2003

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

{2)

Nature of Business

The Firm is a California corporation that is a securities broker-
dealer and a wholly-owned subsidiary of J. Derek Lewis & Associates,
Inc., a registered investment advisor. The Firm 1is subject to a
minimum net capital requirement of $5,000 pursuant to SEC Rule 15¢3-1
and operates pursuant to the (K)(2) (ii) exemptive provisions of SEC
Rule 15c¢3-3. The Firm is an introducing broker/dealer and clears
transactions with and for customers on a fully-disclosed basis through
a clearing agent. The Firm's primary business consists of mutual
funds. The Firm promptly transmits all customer funds and/or
securities to its clearing firm, or to the mutual fund issuer. The
Firm does not hold customer funds or securities. The Firm requires no
collateral for its trade receivables.

Method cof Accounting

The Firm maintains its books and records on the accrual basis of
accounting and uses the trade date basis for recording all securities
transactions.

SIPC

The SIPC assessment has been determined fairly in accordance with
applicable instructions and was remitted timely.

Cash Equivalents

For purposes of the statement of cash flows, the Firm considers all
highly liquid debt instruments purchased with a maturity of three
months or less to be cash equivalents.

Use of Estimates

The preparation of financial statements in conformity with generally
accepted accounting principles requires the use of management's
estimates and assumptions that affect certain reported amounts and

disclosures. Accordingly, actual results could differ from those
estimates.

INCOME TAXES

The Firm files consolidated income tax returns with its parent and is
allocated a portion of the total consolidated income tax liability.
Because the broker/dealer had a loss for the year, no tax provision
has been recorded for the subsidiary at September 30, 2003. The
minimum California tax was paid by the parent and has not been
provided for on the broker/dealer as it alsoc is not material.

‘------------I-IIIIIIIIIIq




JDL SECURITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS, CONTINUED

SEPTEMBER 30, 2003

(2) INCOME TAXES, Continued
The Firm accounts for its income taxes per the requirements of
Financial Accounting Standard No. 109 (FAS 109), Accounting for Income
Taxes, which is an asset and liability approach. The asset and
liability approach requires the recognition of deferred tax
liabilities and assets for the expected future tax consequences of
temporary differences between the carrying amounts and the tax bases
of other assets and liabilities. There were no material deferred
taxes at either the beginning of the year or the end of the year.
(3) COMMISSION AND CONCESSION REVENUE
Included in commission and concession revenue in the accompanying
statement of income are the following:
Commissions - Clearing agent $ 233,035
Concessions - K(2) (1) 1,732
Concessions - Direct/Mutual Funds 288,870
Concessions - Trails/Mutual Funds 96,378
Section 12B(1l) fees 264,742
Other commission/fee income 1,905
Total $ 886,662
Included in "Commissions - Clearing agent" are commissions from the
following:
Listed/OTC $ 98,898
Third Market Transactions S 86,729
Muni's S 24,273
Options $ 1.740
(4) RELATED PARTY TRANSACTIONS

Included in commission revenue are amounts received from transactions
with related parties (family members) totalling $22,154.

Certain overhead expenses, such as office. supplies and outside
services, are initially borne by the Firm's parent. The Firm's pro
rata portion is then reimbursed to the parent as cash flow allows.
Also, the parent charges the Firm for management services. These
amounts are shown in the accompanying statement of income as overhead
expenses. Such reimbursements are contingent upon available funds and
are not accrued or payable until actually paid.
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JDL SECURITIES CORPORATION
NOTES TO FINANCIAL STATEMENTS, CONTINUED

SEPTEMBER 30, 2003

RELATED PARTY TRANSACTIONS, Continued

The Firm also rents substantially all office equipment and furniture
from a related entity on a month-to-month basis. The rents paid under
this arrangement were not material for the year ended September 30,
2003.

RENTAL OF OFFICE SPACE

The Firm has entered into a month-to-month agreement with its parent,
J. Derek Lewis & Associates, whereby the Firm will pay rent in an
amount equal to lease costs incurred by the parent. Such rental

payments amounted to $53,605 for the fiscal year ended September 30,
2003.

NET CAPITAL

The Firm is subject to a $5/,000 minimum capital requirement pursuant
te SEC Rule 15c¢3-1. The ratio of aggregate indebtedness to net
capital shall not exceed 15 to 1. Net capital and the related net
capital ratio fluctuate on a daily basis. As of September 30, 2003,
the net capital was $13,090, which exceeded the required minimum
capital by $8,090, and the net capital ratio was 4.02 to 1.
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JDL SECURITIES CORPORATION
COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15c¢3-1

SEPTEMBER 30, 2003

Total equity from statement

of financial condition $ 16,895
Less non-allowable assets:

Interest earned on clearing deposit $ 13

Petty cash 54

Non-allowable NASDAQ certificate 3,300

Non-allowable CRD deposit 238

Employee advances ’ 200 {3,805)
Net capital $ 13,090

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum net capital required
(6-2/3% of aggregate indebtedness

or $5,000, whichever is greater) $ __5,000
Net capital from above $ _13,090
Excess net capital $ 8,090

COMPUTATION OF RATIO OF AGGREGATE INDEBTEDNESS TO NET CAPITAL

Total liabilities (aggregate indebtedness) $ 52,597
Ratio of aggregate indebtedness to net capital 4.25 to 1

Percentage of debt to debt-equity total
computed in accordance with Rule 15¢3-1(d) —N/A__

The computation of net capital as reported in the unaudited Part IIA
filing agrees with the audited net capital as reported above.




Goodrich, Goodyear & Hinds

An Accountancy Corporation

The Board of Directors
JDL Securities Corporation
Newport Beach, California

In planning and performing our audit of the financial statements
of JDL Securities Corporation for the year ended September 30, 2003, we
considered its internal control structure in order to determine our
auditing procedures for the purpose of expressing our opinion on the

financial statements and not to provide assurance on the internal control
structure.

Also, as required by Rule 17a-5(g) (1) of the Securities Exchange
Commission, we have made a study of the practices and procedures followed
by JDL Securities Corporation including tests of such practices and
procedures that we considered relevant to the objectives stated in Rule
17a-5(g) in making the periodic computations of aggregate indebtedness (or
aggregate debits) and net capital under Rule 17a-3(a)(1l) and for
determining compliance with the exemptive provisions of Rule 15¢3-3.
Because the firm does not carry securities accounts for customers or
perform custodial functions relating to customer securities, we did not

review the practices and procedures followed by the Firm in any of the
following:

1) Making dquarterly securities examinations, counts,
verifications, and comparisons;

2) Recordation of differences required by Rule 17a-13.

The management of the Firm is responsible for establishing and
maintaining a system of internal accounting control and the practices and
procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and Jjudgments by management are required to
assess the expected benefits and related costs of internal control
structure policies and procedures and of the practices and procedures
referred to in the preceding paragraph, and to assess whether those
practices and procedures can be expected to achieve the Commission's
above-mentioned objectives. Two of the objectives of an internal control
structure and the practices and procedures are to provide management with
reasonable, but nct absolute, assurance that assets for which the Firm has
responsibility are safeguarded against loss from unauthorized use or
disposition, and that transactions are executed in accordance with
management 's authorization and recorded properly to permit preparation of
financial statements in accordance with generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the practices
and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal accounting

control structure or the practices and procedures referred to above,
errors or irregularities may nevertheless occur and not be detected. Also,
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projection of any evaluation of them to future periods is subject to the
risk that they may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate.

Our consideration of the internal control structure would not
necessarily disclose all matters in the internal control structure that
might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a
condition in which the design or operation of the specific internal
control structure elements does not reduce to a relatively low level the
risk that errors or irregularities in amounts that would be material in
relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of
performing their assigned functions. However, we noted no matters

involving the internal control structure that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the
objectives referred to in the second paragraph of this report are
considered by the Commission to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that
practices and procedures that do not accomplish such objectives in all
material respects indicate a material inadequacy for such purposes. Based
on this understanding and on our study, we believe that the Firm's

practices and procedures were adequate at September 30, 2003, to meet the
Commission's objectives.

This report is intended sclely for the use of management, the
Securities Exchange Commission, and other regulatory agencies which rely
on Rule 17a-5(g) under the Securities Exchange Act of 1934 and should not
be used for any other purpose.

(S oodicid] oo T

Long Beach, California
October 10, 2003
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